
alstrIct DlroctQr 
Brooklyn. New York 

Ass1 stant~ Cblef Csunsol 
(Posstkroughs and Special -Induotrlre) 

  ------------- ------- -- ---------- -------------- ------------------ -----
---------------
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Pfeass find onclored your adn&lnts?ca?fve file regarding 
Tzmpayer’s eppllcatlon for cxerpt status under sectfon 321 of th*o 
Iotornal Revenue Codn. After revleuing the ad~lnlstrstIve flfo 
and your totter to Taxpayer, ~8 believe that tho roqulrsaento for 
cbxampt ste:us have n3t beea cet. Stated belou Is our opfnlon uby 
WQ do nut belfavo TUXpE$yEr ,Is entitled tC! r5CetVe th* 
efore~onttoned exosnption. .’ ._. 

In vEe.~rvuoon 44 T.C. 509 
(tQ!U), acu, 1965-I C.S. 5, three prlnctpieii are described a5 
fundamniei to cooperetlvo 0peretIimt t 1) srtbordl nation of 
capltel; (2) demcraflc control1 end (3). operetlon at cost. ble 
brlle~e that the prlnctplo of operstlon’ ot cost may be rubdtvtded 
fnto fhreo separate. cancepto 8 (0 A pee-existing legsI 
obl Igatlon; (2) equitable .al locetlon$ and ,(J> sn annual 
al location of not patronage earnlng$: ft Is v@l I establ [shed 
that In order to operate at cost a caoperatlva autt be under a 
pre-existfng fsgal obf lpsfloa to return ta Its potrons al I 
nw-gtns w pr’oflts from busfasss transacted By fhe cooperstlve cm 
bshalt of tbe patrons. As the court In - 

ion v. Cm, 4 T.C. 75% (19451, ntt’d.r t56 F. 2d 
629 (9th Clr. 1946) statedr 

In order to be a true ,cooperstlvsr fbere must bs a 
legal obt Igstlon on the part of’ the assoclettoa to 
return to the praducers* OR a petremge bests* all 
funds recalved In excess of the cost of tbo goods sold. 
Such an obllgstfon my arlns tros tbe 8ss.~Iattoa*a 
artlcfes of facorparatlonr fts bylaws, or sow other 
contr6ct. 4 T.C. 75%. 761. 
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Convsrsolyr I f a cooperotlvs*; board Qf direcisrs Is not 
Ia,~~tty Qbtlgatud to foturn nat nerglns to it6 potrona and h6s 
the dlscretlon to divert net raarglns vltbout allooatlag such . :’ 
mrglas to Its p6troRsr we b*l leve the cooperative WI 1 I breach ..~I ,: 
lts pre-sxlstlng legal cbligat!on. Aq~~~a fosutt, If e cosperetlyo ,,, .iz. : 
daes noi have a pro-oxlstln~ Jagal oblfgation to return net .:;:.~f;:-‘;.& >‘. ,I,. 
tnarglns to its paSrons, the cooperotlra ut I i not satlsty the ‘:j:: ; ;~,.. “- 
fuxdaaontsl cooperative prlnclpla of opsriatloa at cost, ondl 
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therafore, wll I not be operatfng OR 8 cooperettve ba61s. 

Baosd upon the above iaw~ we bel feve the TOxpayerls by I SW63::: ‘%4 
shauld expl lcttty st,?te that. *the corporation la obl tgat4 toes,-;.:’ /;r 

dlstrtbute the net procrreds fro8 buslnsm wltb or for Its oBsbw _ ~j:~ 
and nonnoer&er patrons 

.~ 
In proportion to the buslnitss xlth or for ~. ,.~. .’ 

such patrons.” : ~. 

After contlderloy our raooamndstions end coozlu~lons~ It f~ ( 
rlll not be nacessnry to return th* file tcs our off Ice. 

.~” ~~,:. ” 

PAUL F. KUCLER 
Asstot6nt chlof Couns’il 

Attachwmter 
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SUSA3 REAWAH 
Assistant Chief. Srenc:, iiu. 3 
Off Ice of A66istmt 

Chief Sounsel 
(Pi%6SthfoUghs Cind SpSCfaf 

Industries) 
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